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Fiscal Note

Current law provides an exclusion from state and local sales tax for the sale of materials for further processing into articles of
tangible personal property for sale at retail.

Proposed law retains the exclusion and provides further descriptions for eligible raw materials for further processing. The raw
materials must become a recognizable and identifiable component of the primary end product and be beneficial to the
primary end product. The raw materials must also be material for further processing and purchased for the primary purpose
of inclusion into the primary end product. The bill is effective for all pending refund claims, applicable for all non-prescribed
tax periods and applicable to all claims filed on or after the effective date.

Effective upon signature.

There is no anticipated direct material effect on governmental expenditures as a result of this measure. 

The bill retains the sales tax exclusion for materials for further processing but more specifically defines raw materials for
further processing. According to the Department of Revenue, this legislation is expected to mitigate the state and local
exposure regarding a recent decision providing a broader interpretation of further processing by allowing the dual purpose
use of raw materials to qualify for the exclusion. This bill limits the exclusion to primary purpose. According to the
Department and committee testimony, the bill may also restrict existing interpretations regarding raw materials purchased
for primary purpose, which could also significantly increase sales tax collections.

The fiscal impact could be significant since, in the absence of this bill, many items previously considered taxable may be
excluded due to the recent decision. Further, if the bill makes taxable additional raw material purchases currently excluded
due to purpose, increase to the general fund and local funds could be substantial.

The Department is not able to determine with certainty the magnitude of the impact without detailed research since each
production process would require individual scrutiny.

REVENUE EXPLANATION

EXPENDITURE EXPLANATION

Changes the exclusion for sales of materials for further processing to an exemption for sales of raw materials for further
processing (Item #48)
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